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Last year, Peru's economy grew by 12%, making it the fastest growing economy in the world.
Inflation also dropped to less than half the 1993 rate, and the country's foreign reserves more than
doubled to nearly US$6 billion. Still, notwithstanding the generally glowing economic performance,
local currency remained substantially overvalued throughout the year, which in turn led to a huge
surge in Peru's trade deficit during 1994. In 1988, Peru had slipped into an unprecedented economic
crisis that lasted nearly five years.
From 1988- 1992, the country's economy declined every year, leading to an accumulated drop in
GDP of more than 25% during that period. In 1993, the economy finally began to rebound, with
a healthy 6.5% increase in GDP. In 1994, however, what had appeared to be a moderate recovery
gave way to an unprecedented economic boom that has propelled Peru into newfound status as the
world's fastest growing economy. The 12% growth reported by Peru last year represents more than
three times the average 3.7% growth rate that the UN's Economic Commission for Latin America
and the Caribbean (ECLAC) estimated for the region in 1994 (see NotiSur, 01/05/95).
Nearly every major sector of the economy experienced robust growth last year, according to
preliminary estimates by ECLAC. Farm production jumped by 16.4% during the year, with
particularly hefty increases in the rice and cotton harvests, which grew by 70% compared with
1993. The sugar harvest as well grew by 30% over the previous year, and the government reported
substantial increases in a wide variety of other food crops, including potatoes, plantains, and
asparagus. Although substantially less than farm production, the livestock and dairy industries also
registered noteworthy growth of 6.7% during the year. In that subsector, pork and poultry output,
plus egg production, registered the highest levels of growth. Output in the fishing industry surged
by 37% last year, moving Peru from third place to first place as the world's largest producer and
exporter of fish. Peru is also the world's number one producer of fishmeal. Public and private sector
fishing companies caught a total of 10.1 million metric tons of fish during 1994, of which about 8
million MT were anchovies, which are used to make fishmeal. All told, the country produced 2.1
million MT of fishmeal in 1994, representing a 40% jump in output compared with 1993, according to
the Ministry of Fishing.
The manufacturing sector grew by about 13% in 1994, with substantial expansion in all areas of
production, including consumer commodities, primary and intermediary products, and capital
goods. The construction sector as well surged by about 24% last year, spurred in large part by
public investment in highway repairs and infrastructure projects, as well as a housing development
program financed by the state housing institute Fondo Nacional de Vivienda (FONAVI). Among
other sectors, tourism also rebounded substantially in 1994, with the number of foreign visitors
to the country growing by 30% for the second year in a row. In fact, in 1995 the government
expects at least 500,000 tourists to visit Peru, which is spurring a huge rise in investment in tourist
infrastructure to accommodate the anticipated influx of foreigners. Four five-star hotels are now
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under construction in Lima, and two more are under renovation, with total investment in those
projects estimated at about US$150 million. And, in January of this year, United Airlines inaugurated
a flight five times per week between Miami and Lima to accommodate the jump in passenger
bookings to Peru. In large part, last year's economic growth is the result of an enormous flood of
foreign investment to the country.
President Alberto Fujimori's success in controlling and containing the country's guerrilla insurgency
plus the Fujimori administration's energetic efforts to open the economy to foreign investment and
competition has generated unprecedented confidence among investors to risk their capital in Peru.
"In short, Peru keeps getting better and better," Robert J. Pelosky Jr., an analyst for Morgan Stanley
& Company, recently told the New York Times. Foreign investment in Peru grew to US$5.8 billion
in 1994, representing a 150% surge in value compared with 1993, when foreign investment in Peru
totalled US$2.3 billion. The increase in foreign investment the lion's share from the US pushed the
Lima Stock Exchange index up 50% in dollar terms last year, making it the third-fastest growing
market in Latin America after the Chilean market, which grew 52%, and the Brazilian market, which
grew 59%.
Much of the new investment entering the country is flowing into the mining sector, which is now
on the verge of a production boom. From the beginning of 1993 to mid-1995, foreign and domestic
companies submitted nearly 8,000 applications for individual mining concessions around the
country, covering a total land area of 6 million hectares, according to the Ministry of Energy and
Mines. Over the next five years, the government expects about US$7.6 billion in new investments
to enter the mining sector for exploration and exploitation of mineral reserves. As a result, in 1994
the government reported a substantial increase in mineral output, although only partial, preliminary
estimates are available. From January- October, for example, the government reports a 142%
increase in iron ore production, an 85% jump in tin mining, a 36% rise in copper output, and an 80%
hike in gold production.
Notwithstanding this immediate increase in output, ECLAC says that full-scale mineral production
in Peru is not yet underway, since most of the new mining projects are only in their initial stages.
Over the next five years, the government expects a huge surge in mining activity. "We are just
entering what in effect is a mining boom," said Amado Yataco, vice minister of energy and mines.
"We expect to double our production levels by the end of the century."
Meanwhile, in addition to robust economic expansion, the government also reported an immense
drop in inflation in 1994. The consumer price index (CPI) fell to just 15.38% last year, less than half
the 39.5% inflation rate the government had reported in 1993 and the lowest annual inflation rate
in Peru in 21 years. In fact, the government managed to lower inflation by five percentage points
more than the 20% inflation ceiling the Fujimori administration had promised to the International
Monetary Fund (IMF) in mid-1994 (see NotiSur, 06/09/94). Strict fiscal and monetary policies greatly
contributed to the drop in inflation last year. In particular, the government has adamantly refused
to permit any return to the kind of deficit spending that led to hyperinflation under the government
of ex-president Alan Garcia (1985-1990). Rather, the Fujimori administration has cut expenses across
the board through massive layoffs in the public sector, elimination of most government subsidies,
and an energetic privatization program.
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At the same time, the government successfully reformed much of the tax system, greatly improving
tax collection and increasing the state's revenue each year since 1991 (see NotiSur, 06/23/94). "Peru
is now one of the most stable economies in the region," said President Fujimori in late December.
"We have managed to lower monthly inflation from more than 50% to under 1% in just four years,
which is practically a miracle. Peru's high growth and low inflation show that we have accomplished
the job we set out to do when we took the reins of government in 1990." Although fiscal austerity
is a central reason for the drop in inflation, other independent factors contributed as well to the
decline in the CPI. In particular, a huge jump in the country's foreign reserves has greatly alleviated
inflationary pressures by stabilizing the foreign exchange rate.
At the end of December, the government reported that its total hard-currency reserves had grown
to US$5.882 billion, more than twice the level of reserves reported at the end of December 1993.
That, in turn, stabilized the currency exchange throughout the year. In fact, the country experienced
a brisk revaluation of local currency in mid-December because the level of dollars entering Peru
increased sharply in November and December, from a previous average of US$120 million per
month to nearly US$190 million. As a result, the exchange rate fell from 2.24 soles per US$1.00 in
late November to 1.98 soles per US$1.00 by mid-December, forcing the Central Bank (Banco Central
de Reserva, BCR) to increase its daily purchases of dollars at the end of the year to stabilize the
exchange rate. Despite the positive effect on inflation, the high level of reserves and consequent
exchange rate stability represents a problem for the Peruvian economy.
Most economists agree that local currency is greatly overvalued. According to the BCR, between
January 1993 and September 1994, inflation rose by 57.6%, but the foreign exchange rate only slid by
37.4%, encouraging the country's export associations to demand that the government immediately
devalue the sol by a minimum of 20% against the US dollar to stimulate exports. Nevertheless,
export income increased markedly last year, growing from about US$3.3 billion in 1993 to US$4.3
billion in 1994. In general, however, the increase in income reflects the improvement in world
market prices for most of the country's products, rather than a jump in the volume of exports. On
the other hand, the overvalued local currency has immensely stimulated imports, causing a huge
jump in the country's trade deficit, which is now considered the Achilles's heel of the government's
economic program. Last year, Peru imported US$5.4 billion in goods, pushing the trade deficit to US
$1.1 billion, a whopping 108% jump compared with 1993, when the deficit totalled US$530 million.
Until 1991, the country enjoyed a trade surplus of more than US$300 million per year. But in 1992,
the surplus inverted to a deficit of US$360 million, and it has grown steadily each year since. Indeed,
the country's two large export associations Asociacion de Exportadores (ADEX) and the Sociedad
Nacional de Exportadores (SNE) warn that unless the government devalues local currency to
adequately compensate for inflation, the trade deficit will grow again this year by between US$100
million and US$200 million.
"Exports did grow substantially in 1994, but that was the result of factors outside the government
economic policy, such as the improvement in international prices for many goods," said SNE
president Carlos Gliskman. "The trade deficit, however, is extremely concerning, and it will
continue to grow this year unless the government immediately adopts measures to foment exports
and stunt imports." [Sources: Inter Press Service, 10/10/94, 10/22/94, 10/24/94, 11/02/94; Notas Sobre
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la Economia y el Desarrollo, Balance Preliminar de la Economia de America Latina y el Caribe 1994
(UN-ECLAC), December 1994; Spanish news service EFE, 11/24/94, 12/03/94, 12/11/94, 01/07/95;
Notimex, 11/24/94, 12/21/94, 01/11/95; New York Times, 01/31/95; Agence France- Presse, 10/18/94,
10/26/94, 11/01/94, 11/03/94, 11/12/94, 11/14-16/94, 11/18/94, 11/20/94, 11/25/94, 12/01/94, 12/02/94,
12/04-07/94, 12/12/94, 12/15-17/94, 12/20-23/94, 12/26/94, 12/27/94, 12/29-31/94, 01/01/95, 01/03-05/95,
01/17/95, 01/18/95, 01/20/95, 01/21/95, 01/23/95, 01/24/95, 02/11/95, 02/13/95]
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